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COMPLIANCE REQUIREMENTSAND SUGGESTED AUDIT PROCEDURES:

CUSTODIAN OF PUBLIC MONEY:

1. Compliance Reguirement:

* The municipal treasurer shall receive, disbursd,serve as the custodian of all
public money; provide for accountability of all El@government cash receipts and for
deposits and investments of all departments, dffiaad boards; pay out, in the order
registered, all warrants presented for payment where are funds in the treasury to
pay the warrants; and require periodic departmeatarts of money receipts and
their disposition on forms that the municipal tre@s prescribes. (MCA 7-6-612)

Suqgested Audit Procedur es:
« Determine that the treasurer receives, disbuesebserves as the custodian of all
public money of the municipality.

» Determine that the treasurer provides for accdilittaof all local government cash
receipts and for deposits and investments of gadenents, offices, and boards.

» Determine that the treasurer pays out, in theraetgstered, all warrants presented
for payment when there are funds in the treasupatothe warrants.

» Determine that the treasurer requires periodi@adepental reports of money receipts
and their disposition on forms prescribed by teasurer.
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COMPLIANCE REQUIREMENTSAND SUGGESTED AUDIT PROCEDURES:

DEPOSITORIESFOR PUBLIC MONEY:

2. Compliance Requirements:
» A city or town may only invest in the followingMCA 7-6-202, 7-6-206, 7-6-213,

and 17-6-204)

a. United States government treasury bills, na@ed,bonds, and United States
treasury obligations, such as state and local gowent series (SLGS), separate
trading of registered interest and principal ofisges (STRIPS), or similar
United States treasury obligations. (MCA 7-6-202)

b. United States treasury receipts in a form ewdenthe holder’'s ownership of
future interest or principal payments on specifittedd States treasury obligations
that, in the absence of payment default by theddn8tates, are held in a special
custody account by an independent trust companaycertificate or book-entry
form with the Federal Reserve Bank of New York.GM7-6-202)

c. obligations of the following agencies of the tédi States:

i. Federal Home Loan Bank;

ii. Federal National Mortgage Association;

iii. Federal Home Mortgage Corporation; and

iv. Federal Farm Credit Bank.

(MCA 7-6-202)

(Note: An investment in an agency of the United Statest be a general

obligation of the agency and have a fixed or zeropon rate and must not have

prepayments that are based on underlying assetdlateral, including but not
limited to residential or commercial mortgagesnfdoans, multifamily housing

loans, or student loans. (MCA 7-6-202))

d. a United States government security money méaukek if: (MCA 7-6-202)

i. the fund is sold and managed by a managemestitygstment company or
investment trust registered under the Investmem@my Act of 1940 (15
U.S.C. 80a-1 through 80a-64), as may be amended;

ii. the fund consists only of eligible securities asaled above;

iii. the use of repurchase agreements is limiteagt@ements that are fully
collateralized by the eligible securities, as diésat in this section, and the
investment company or investment trust takes defigéthe collateral for
any repurchase agreement, either directly or thr@mgauthorized custodian;

iv. the fund is listed in a national financial pigation under the category of
“money market mutual funds”, showing the fund’sragee maturity, yield,
and asset size; and

v. the fund’s average maturity does not exceeddz§/s.

e. time or savings deposits with a bank, savingsl@an association, or credit union
in the state. (MCA 7-6-206)

f. repurchase agreements, as provided in 7-6-2UEA 7-6-206)

g. the State Short-Term Investment Pool (STIPprasided in 17-6-204. (MCA 7-
6-202)
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COMPLIANCE REQUIREMENTSAND SUGGESTED AUDIT PROCEDURES:

DEPOSITORIESFOR PUBLIC MONEY - continued:

2. Compliance Requirements - continued:
(Note: There is no express or implied limitation on amty treasurer's ability to use
the services of an investment or brokerage firpuichase approved securities;
however, an investment company may not be usedking demand or time
deposits because that form of transaction is otsttito banks, savings and loan
associations, and credit unions. (AGO #25, Vol) 4&though, this AGO is specific
to a county treasurer the same holding would gigdyao a municipality.)

» Out-of-state certificates of deposit - In addition to the investments authorized
above, public money not necessary for immediateoysecity or town may be
invested in accordance with the following condison
(a) the money is initially invested through a feadlgrinsured financial institution in

the state selected by the governing body;

(b) the selected in-state financial institutioreages for the deposit of the funds in
certificates of deposit for the account of the @ityfown in one or more federally
insured financial institutions, regardless of |lomat

(c) the full amount of principal and accrued ingtren each certificate of deposit is
covered by federal deposit insurance;

(d) the selected in-state financial institutionsaas the custodian for the city or town
with respect to the certificates of deposit isstoedts account; and

(e) at the same time that the city or town monejeigosited and the certificates of
deposit are issued, the selected in-state finamsatution receives an amount of
deposits from customers of other federally insdneancial institutions,
regardless of location, equal to or greater tharathount of money initially
invested by the city or town through the selectedtate financial institution.

(MCA 7-6-206(3))

* Investments may not have a maturity date exceéilyeprs, except when the
investment is used in an escrow account to refunoluéstanding bond issue in
advance. (MCA 7-6-202(4))

(Note: See exception in following compliance requirement

* Aninvestment of the assets of a local governmgemiip self-insurance program
established pursuant to MCA 2-9-211, or MCA 39-1D2, may not have a maturity
date exceeding 10 years, and the average mata@ialytbose authorized investments
of a local government group self-insurance prognaay not exceed 6 years. (MCA
7-6-202(5))
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COMPLIANCE REQUIREMENTSAND SUGGESTED AUDIT PROCEDURES:

DEPOSITORIESFOR PUBLIC MONEY - continued:

2. Compliance Requir ements - continued:

Revisions made to MCA 7-6-202, by the 1995 Legisawere effective upon
passage and approval, which was on April 13, 199%applicability clause in the
legislation specified that these revisions do pgiyato and do not require the sale of
securities that were legal investments beforedffective date. However, upon
liquidation of such investments, the proceeds rhashvested pursuant to the
revised MCA 7-6-202. This applicability clause the®n interpreted to mean that
mutual fund dividends may not be reinvested afierdffective date unless the
mutual fund is a United States government securipey market fund meeting the
criteria specified in the MCA 7-6-202(3), as redse

Suggested Audit Procedur e:

Review selected investments, including both inwesits held at year-end and during
the fiscal year, to determine if the types of inugnts are authorized by state law.

Review selected investments, including both inwesits held at year-end and during
the fiscal year, and verify that investments dohwte a maturity date exceeding 5
years, except as discussed above.

3.  Compliance Requirements:

Demand deposits may be placed only in banks. (ME&A205)

Except as provided in MCA 7-6-202 (investmentsf;M7-6-206 (time deposits and
repurchase agreements), and MCA 7-6-2701 (regdsteagrants), it shall be the duty
of all city treasurers and town clerks to depolsipablic money in their possession
and under their control in any solvent banks, bagdind loan associations, savings
and loan associations, or credit unions locatdfercity or town of which such
treasurer is an officer, subject to national suiséa or state examination as the local
governing body may designate. (MCA 7-6-201 and4661)

Suggested Audit Procedur es:

Determine that demand deposits are only placéauks.

Determine that all public money is deposited inksa building and loan associations,
savings and loan associations, or credit unioratémtin the city or town, except as
provided in MCA 7-6-202 (investments), 7-6-206 @iheposits and repurchase
agreements), and 7-6-2701 (registered warrants).
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COMPLIANCE REQUIREMENTSAND SUGGESTED AUDIT PROCEDURES:

DEPOSITORIESFOR PUBLIC MONEY - continued:

4. Compliance Requirement:

When the city or town has money for which theredsmmediate demand (excluding
money realized from the proceeds of bonds), thearitown may invest in city or
town warrants. The city/town council may direa theasurer or clerk to purchase
legally issued general obligation warrants thatenssued against funds in which
there are not sufficient funds to pay such warrantbe time of issuance. The
city/town council shall designate the fund or funal$e invested and designate the
warrants to be purchased. The warrants will bestexged and bear interest. (MCA 7-
6-4603)

Suqgested Audit Procedur e

Review investments to determine if the city or molmas invested in its own registered
warrants. If it has, review the minutes or othecumentation to determine if the
council authorized the city treasurer or town clerlpurchase the warrants, and
determine that the registered warrants are payitagast at a rate set by the council.

5.  Compliance Requirement:

Whenever the city or town has under its contrgl money realized from the sale of
bonds, for which there is no immediate demand ahidtwin the judgment of the city
or town council it would be advantageous to investny time or savings deposits,
United States certificates of indebtedness, Urfiiiedes treasury notes, or United
States treasury bonds having a maturity date @&at gr less, the city or town council
is authorized in their discretion to direct theydieasurer or town clerk to make such
investments. (MCA 7-7-4102)

Suggested Audit Procedur e

Review long-term debt files and determine if titg or town has invested any money
realized from the sale of bonds. If it has, reviee minutes and investment ledgers
or other documentation to determine if the money imgested as describe above.

BIDSFOR DEPOSITSAND INVESTMENTS:

6. Compliance Requirement:

The city or town may solicit bids for time depssiir savings deposits from banks,
savings and loan associations, or credit unionimvihe state. Bids for repurchase
agreements may be solicited from all financialitnibns chartered to do business in
the state which are authorized to accept demanasits@nd to buy and sell
securities. The city or town may deposit monethminstitutions unless a local
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COMPLIANCE REQUIREMENTSAND SUGGESTED AUDIT PROCEDURES:

BIDSFOR DEPOSITSAND INVESTMENTS - continued:

6. Compliance Requirement - continued:
financial institution located within the city awn agrees to pay the same rate of
interest. The governing body may solicit bids bsilnto the institutions that have
requested that their names be listed for bid natitle the Department of
Administration. (MCA 7-6-206 and 7-6-213)

Suggested Audit Procedure:

» If the city or town solicits bids for investmentsyiew the documentation regarding
the interest rates presented during the biddingge® If the interest rates for local
and non-local institutions are the same, deterriaethe local financial institution
was chosen.

INTEREST RATESON DEPOSITSOF PUBLIC MONEY:

7.  Compliance Requirement:

* The rate of interest paid to the city or town musthe same as that paid on money
from private sources on the same terms. Refusahypbank, building and loan
association, savings and loan association, ortcuedbn to pay that same interest rate
shall constitute a waiver of that institution'shtigo participate in the deposit of
public funds. (MCA 7-6-203 and 7-6-4602)

Suggested Audit Procedure:

» If, based on the auditor's knowledge and backgtpiliis discovered during the audit
that interest paid to the city or town may nothe $ame as the interest that is paid on
money from private sources on the same terms, #ttenshould be investigated
further and disclosed if it can be documented #&hatver interest rate was paid to the
city or town.

PLEDGED SECURITIES:

8. Compliance Requirement:

* The city or town may require security for thatfpmm of the deposits in financial
institutions that are not guaranteed or insuredmicg to law. The local
government can require security to the extent of:

a. 50% of the deposits if the financial institutioas a net worth to total assets ratio
of 6% or more; or

b. 100% of the deposits if the financial institutioas a net worth to total asset ratio
of less than 6%.

(MCA 7-6-207)
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COMPLIANCE REQUIREMENTSAND SUGGESTED AUDIT PROCEDURES:

PLEDGED SECURITIES - continued:

8. Compliance Requirements - continued:

(Note: The coverage rates for public funds that arared by the Federal Deposit

Insurance (FDIC) and National Credit Union Admirasion (NCUA) are as follows:

(a) Up to $100,000 in the aggregate for all time savings deposits (share
certificates and regular share accounts for credadns); and

(b) Up to $100,000 in the aggregate for all demaepglosits (draft accounts for credit
unions).(2 C.F.R. Part 3305 & 745.10).

Suggested Audit Procedur e

If the city or town has deposits in a financiadtitution that are not guaranteed or
insured according to law, obtain the publishedest&nt of condition for the financial
institution to determine the financial institutismiet worth to total assets ratio.
Determine that the amount of securities pledgethbyfinancial institution to protect
those deposits that are not guaranteed or inswaEdding to law is at least equal to
the amounts required by state law, as describedeabo

9. Compliance Requirements:

Pledged securities must consist of those spedifiddCA 17-6-103 or cashier's
checks issued to the depository institution by faaeral reserve bank.. (MCA 7-6-
207)

When negotiable securities are furnished, theanitypwn governing body must make
a complete minute entry of the acceptance and appod such securities. If a
financial institution substitutes securities, tle@rning body shall approve the
substitution at its next official meeting. Afteegotiable securities have been
approved, the governing body must reapprove thdeaat quarter-annually
thereafter. (MCA 7-6-207 & 208)

Suqgested Audit Procedur es:

Determine the type of securities pledged to ptdtez city’s or town’s deposits and
determine that they comply with the requirement&1QfA 17-6-103.

Determine that the acceptance and approval oftiadx® pledged securities is noted

in the minutes of meetings of the city or town goweg body. Determine, also, that

the governing body reapproves these securitie=aat buarter-annually, and that this
reapproval is noted in the minutes.

Determine that the substitution of pledged seilasis approved by the city or town
governing body.
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COMPLIANCE REQUIREMENTSAND SUGGESTED AUDIT PROCEDURES:

PETTY CASH FUND:

10. Compliance Reguirement:

* A municipal governing body may set aside a sunobtite general fund, which must
be known as a petty cash fund. The petty cashrwngt be used for the purpose of
paying incidental expenses, such as freight chaeygsess charges, postage, and
other similar expenses that must be immediatelg pacash. (MCA 7-6-615)

Suggested Audit Procedures:

» Determine if the city or town maintains a pettgltdund and verify that it is only
used for the paying incidental expenses, suchedghircharges, express charges,
postage, and other similar expenses that must inedmately paid in cash.

» Verify that the petty cash fund has been authdriaethe governing body and has
been set up and maintained on the imprest basis.

CASH TRANSFERRED TO OTHER FUNDS:

11. Compliance Reguirement:
* Money may not be transferred from one fund to la@oéxcept by resolution of a
municipal governing body unless the transfer is:
(1) previously authorized by a budget resolution;
(2) to close inactive funds, as provided by MCA-8%4;
(3) made in the usual course of municipal busih@ss
a. tax increment finance districts;
b. specialized tax situations;
c. the purpose of distributing refunds, protestegs, or interest charges for
interest in lieu of registered warrants;
d. bond sinking fund transfers;
e. residual equity transfers;
f. transfers of investments;
g. or corrections of errors; or
(4) otherwise authorized by statute.
(MCA 7-6-613)

Suggested Audit Procedure:
* As part of cash testing, determine that cash teamsvere only made for those
purposes specified in MCA 7-6-613.
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